According to the Ministry of Economic Development of Russia, the middle class will grow to 37% of the population by 2020 and 48% by 2030.
Sixty-two percent of investors consider that Russia's political, legislative and administrative environment requires improvement. Russia's ranking of 120 out of the 183 economies in the World Bank's Doing Business 2012 report confirms the operating and administrative challenges faced by investors in the country.
Investors have mixed views on the current conditions of Russian infrastructure. While 45% do not find Russia's infrastructure attractive, 44% consider the transport and logistics infrastructure as advantage. According to the OECD, more than 60% of federal and regional highways do not meet standards. The World Economic Global competitiveness report [2011] [2012] ranks Russia 130 out of 142 for the quality of its roads.
According to the recent OECD Innovation Review of the Russia,innovation proccesses in the country are not developed because of very low levels of R&D and relevant activities in corporations, weak framework conditions for innovation, and inadequate infrastructure.
In 2011, Russia attracted 128 investment projects. There is a decline of 36% comparing with a previous year. Political uncertainty caused by the electoral cycle and Eurozone debt crisis made companies think carefully about investment in the country.
After a continuous decline since 2007, jobs started to pick up in 2011 due to a rise in laborintensive industrial activities. Investment projects in 2011generated the previous year. The investment projects created 65000 jobs in 2011.
In 2011, Russia was the 17th-largest recipient of investment projects in Europe, having been the 4th-largest in 2010. In terms of FDI job creation, Russia was the 6 th in Europe. While the number of projects declined in 2011, the average size of projects by number of jobs created in Russia was the largest in Europe.
Production units account for 51% of projects and 92% of job creation.Investors come to Russia to manufacture goods for the local market, but also distribute globally. Over the past five years, 51% of FDI in Russia has gone into manufacturing, with 402 FDI projects, the 4th-largest in Europe. Between 2007 and 2011, manufacturing projects created 51,445 jobs.
Russia's industrial sector attracted more FDI projects than any other sector. Business services, machinery and equipment are the two sectors in Russia that recorded a rise in their number of FDI projects in 2011 compared with the previous year.
Automotive sector has been the key sector attracting FDI in Russia over the last five years, with 90 projects and 16,787 jobs created. Investors focus on the automotive sector wich is increased further this year, with 14% of the total FDI in Russia, compared with 12% between 2007 and 2011. Russia is the second-largest automotive market in Europe, and the fourth-largest in the world after China, USA and Germany.
Forty two percent of FDI projects are concentrated in the Moscow and St. Petersburg regions. The capital city has attracted 231 projects which led to the creation of 3,735 jobs in the last five years. FDI in Moscow has been concentrated in sectors such as business services, financial intermediation, machinery and equipment and software.
St. Petersburg is another prominent FDI location. Between 2007 and 2011, the largest number of FDI jobs were created there (9,843) by 92 projects. St. Petersburg is a major financial and industrial center in Russia.
From 2007 to 2011, Kaluga was the 3d-largest region in terms of FDI projects (39), which created the second highest number of jobs in the country (7,260). Sectors that received major investment include automotive, machinery and equipment, transport, food and pharmaceuticals.
Nizhny Novgorod is another developing area for foreign investments. It recorded 14 FDI projects from 2007 to 2011. These projects have primarily been directed at the automotive, metals, financial intermediation, food and non-metallic mineral products sectors. The region is also one of the main centers for IT and software businesses.
German entrepreneurs continue to regard Nizhny Novgorod as the region offering the most promising investment opportunities. Manufacturing in the Moscow region costs very much today. For this reason Nizhny Novgorod is a very good location for doing business.
Despite the wave of negativity around the Eurozone crisis, investors continue to show confidence in the Russian market and optimism about the future. Nearly 80% of investors already presented in Russia plan to increase or maintain their operations in the country. Only 3% of these investors are not optimistic and plan to relocate or withdraw their operations from the country.The percentage of investors looking to enter the Russian market also increased from 7% in 2011 to 12% this year.
More than 40% of the investors who established business or increased operations in Russia plan to do so in the short term. 27% percent plan to invest within 6 months and 14% in 6 to 12 months. 26% percent of leaders plan to expand their existing facilities while 17% will increase their employee numbers in Russia. However, only 2% of investors have acquisition plans in Russia, highlighting the country's difficult and lengthy approval process.
When we speak about investor's expectations significant factor appears: Russia's accession into WTO. After almost 18 years of negotiations, Russia is ready to become a member of the WTO. The overall consequences of Russia's accession to the WTO are expected to be positive. More than 60% of investors believe Russia's accession will have a significant impact on the country's investment attractiveness.
According to the World Bank, in the medium term, the growth should be about 3% of GDP per year, with wages rising 4%-5% and more than 99% of households gaining income. In the long run, the growth should be about 11% of Russian GDP per year, with wages rising 13%-17%.
Russia offers investors a high-growth economy, a large domestic market and highly skilled labor at competitive cost. But its reputation for difficult business conditions deters investors. Doing business in Russia is fraught with challenges associated with corruption, government bureaucracy and a lack of transparency. Investors continue to suggest that improving the effectiveness of the rule of law (53%), reducing bureaucracy (47%) and improving transparency of business regulations (37%) are the top three priority measures to enhance Russia's investment climate.
